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KEY ECONOMIC INDICATORS -- HUNGARY 


Percentage Change Compared to Previous Year 


Item 

Industrial Output 
Agricultural Output 

Real Per Capita Income 
Official Consumer Price Index 


Item 
Net National Income 
(constant prices; bill. Fts.) 
Socialist Sector Investments 
(current prices; bill. Fts.) 
Average Industrial Monthly Wages 
(Fts.) 


Coal Production (mill. tons) 

Crude 0i1 Production (mill. tons) 

Crude O0i1 Imports (mill. tons) 

Natural Gas Production (bill. tons) ; 

Natural Gas Imports (bill. tons) : ; ; ‘ 

Bauxite Exports (thous. tons) : 633 

Wheat Exports (thous. tons) : 707 

Corn Exports (thous. tons) F 966 

Meat for Slaughter, Exports (Beef ‘ 111 
Pork and Sheep; thous. tons) 

Iron Ore Imports (mill. tons) : ; . 4.2 

Stock of Automobiles ‘ 647 


Population (millions) ; j i 10.62 
Tourists Visiting Hungary (mill.)+ ‘ ; 2 5.6 


Ruble Exports (mill. rubles FOB) 2083 2539 .9% 2821 

Ruble Imports (mill. rubles FOB) 1951 2859 5% 3032 

Ruble Trade Balance na +83 -373 4% = =-247 
(mill. rubles CIF) 


Convertible Currency Exports 2227 2304 +3.5% 2453 +6. 
(mill. $ FOB) 
Convertible Currency Imports 2701 2712 +0.4% 2871 +5, 
(mill. $ FOB) 
Convertible Currency Trade Balance -582 -531 +8.8% -347 +34. 
(mill. $ CIF) 
*U.S. Exports to Hungary (mill. $) 56 76 =+35.7% 63 -17. 
*U.S. Imports from Hungary (mill. $) 75# 36 -52.0% 4g +36. 
U.S. Trade Balance with Hungary -19 +40 +310.5% +14 -65. 
(mill. $) 
SOURCES: Hungarian Statistical Office; *U.S. Department of Commerce; #Includes 
one-time export of gold coins; Fts = Forints; +24 hours or more. 
*kNational Income in real terms rose approximately 3% in 1976. 





SUMMARY 


Outside economic forces have in the past few years unfavorably influenced the 
Hungarian economy, which fs highly dependent on foreign trade. Luckily, 
planners have not neglected the nation's traditional role as an agricultural 
supplier, and grains and meat, while not trouble free, should provide much of 
the impetus for the 1976-1980 Five-Year Plan. Agricultural output in 1976 
was very disappointing, however, primarily due to a severe mid-summer drought. 
An all-encompassing effort is now underway to transform and modernize industry 
to enable it to produce goods more competitive abroad. The hard currency 
trade deficit might continue to improve in 1977, but further betterment 
depends on the completion of investments in progress, higher labor produc- 
tivity and on continued Western European economic recovery. 


Trade with the U.S. suffers to some extent from the lack of Most Favored 
Nation status, and agricultural equipment and expertise continue to offer good 
export opportunities, as do high technology items -- if U.S. export controls 
do not apply. U.S. firms should be aware of this market, which is small but 
in some cases important, due to Hungarian exports to other members of the 
Council for Mutual Economic Assistance (CEMA). The Hungarian Government has 
taken several concrete steps during the past year to improve further the 
climate for western businessmen. These include increased activity in nego- 
tiating double taxation agreements, modifying the basic joint venture law 
and publishing regulations on establishing bank representative offices in 
Hungary. Patience and careful development are still required, however, to 
be successful. 


CURRENT ECONOMIC SITUATION AND TRENDS 
Overview 


Although among the Eastern European socialist states Hungary ranks statisti- 
cally behind the German Democratic Republic and Czechoslovakia in per capita 
income, its quality of life and the relative availability of consumer goods 
are readily apparent. Much of the country's recent progress stems from eco- 
,nomic reform measures introducted officially in 1968. In addition, Hungary's 


To convert forints into convertible currency or rubles, statistically or in 
practice, three rates were formerly used. The devisa forint was used until 
January 1, 1976 for foreign trade statistics only; the rate at the end of 

1975 was $1 = 8.51 forints, 1 ruble = 13.04 forints. In 1976 this concept 

was dropped, and foreign trade data began to be reported at the ''commercial'' 
or foreign trade multiplier rate. This is the rate at which Hungarian firms 
obtain foreign currency for purchases abroad or are reimbursed for convertible 
currency or ruble sales; in mid-1976 this rate was dout $1 = 41.70 forints. 
The ''non-commercial'' or tourist rate was about $1 = 20.85 forints. There is 
no meaningful way to express transferable rubles in U.S. dollars. 
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leaders, recognizing the country's historical role as an agricultural supplier, 
have attempted to capitalize on this strength. But internal inefficiencies 
endemic to centrally-planned economies persist, the capital plant and equip- 
ment is outdated and Hungary has a relatively poor raw materials base. Con- 
sequently, it must depend almost entirely upon increased labor productivity 
for economic progress. In the recent past western economic uncertainities 

and higher raw materials prices (especially in Hungary's trade with other CEMA 
members) have caused serious difficulties. 


Agriculture 


Agriculture suffered a severe setback in 1976. Overall agricultural production 
was down 3%, and this affected the whole economy. A European-wide drought 
decreased corn production to about 5.2 million tons from a planned 6.4 million 
tons, although exports continued from the 1975 crop. Wheat output, however, 
reached a record 5.1 million tons. Partly due to lack of incentives private 
household plots, which account for a large part of the output of many vege- 
table crops, did not plant sufficient acreage. The drought had a much more 
serious effect, and total vegetable production dropped nearly 40%. The effect 
on agricultural industry was devastating, and also contributed to a higher- 
than-planned rise in consumer prices. The Government has now taken steps to 
encourage vegetable production, and given normal weather the situation should 
improve vastly in 1977. The grain picture is mixed, but overall will improve 
over 1976 -- once again, weather permitting. 


For a variety of reasons the hog population cycle hit a low in early 1976, and 


less pork was available for domestic consumption. This situation has improved 
markedly, and output should be up in 1977. Beef exports (primarily to the 
Soviet Union, due to the continuation of the European Community ban) were much 
lower than hoped for in 1976, but should improve marginally in 1977. Poultry 
production continues to grow, and is a major export item to the Middle East, 
Western Europe and CEMA countries. 


Industry and Construction 


Industrial growth slowed again in 1976, due to the decline in the agricultural 
processing industry. The increase (4.1%) was led, as in past years, by the 
chemical industry (+11.1%), followed closely by higher-than-average growth 

in electronic power output. Growth ip the machine industry, an important 
export earner, dropped to 4.2%. The out-of-date construction sector con- 
tinued to act as a drag on the completion of investments, which in real terms 
did not increase in 1976. During the first quarter of 1977 industrial output 
picked up (+5.4%), as did the machine industry and investments. Stagnation 
in the industrial labor force continues to hamper severely industrial growth, 
and future progress must come from higher productivity. Industries which are 
specifically slated for attention in the immediate future include aluminum, 
machine tools, food processing equipment, pharmaceuticals, buses, and vehicle 
parts. 
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This relatively poor performance in the first year of the 1976-1980 Five-Year 
Plan means that Hungary must meet its goals in 1977 if it is to be on target 
at the end of the decade. 


Hallmarks of the plan are somewhat slower investment growth, emphasizing 
completion of projects already underway, and increased productivity and export 
capacity, utilizing more modern technology (at some expense to the consumer). 
If industrial production reaches the hoped-for growth rate of 6% in 1977, and 
if agricultural output increases by 10-11% @ possible goal, given favorable 
weather conditions) Hungary could be back on target by 1978. 


Producer prices rose in 1976 to reflect more accurately outside economic 
pressures, and due to difficulties in agriculture the consumer price index 
increased more than planned, by 5%. No significant producer price changes are 
contemplated in 1977 (with some exceptions in the chemical sector), and the 
Government hopes to hold the rise in consumer prices to somewhat under 4%. 

Real per capita income barely managed to increase (+0.8%) in 1976; current 
plans call for a rise of closer to 4% in 1977, still somewhat below the average 
of the past decade. 


Foreign Trade and Tourism 


Traditionally, about two-thirds of Hungary's foreign trade is with fellow 
CEMA-member states, and historically Hungary has run a surplus, on balance, 
with these trading partners. But in 1975 adjustments were made to the inter- 
CEMA pricing structure. These prices are based on (but lag) those in western 
markets, and thus raw material costs (such as crude oi1) have increased faster. 
Hungary's trade structure is such that the prices of a large share of its 
imports -- energy, iron ore and cellulose, for example -- have in past years 
risen more rapidly than export prices. The decline in Hungary's terms of 
trade with CEMA countries in 1976 was held to approximately 2-3%, and the 
ruble trade deficit dropped to 247 million rubles. The share of Hungary's 
trade with CEMA countries also declined in 1976, to about 53% of the total, 
but this was largely due to the fact that many bilateral trading agreements 
had not yet come into effect fully during this first year of the Five-Year 
Plan. Hungary's goal is to reduce its trade with CEMA to 55% of its total 
turnover by 1980. 


Hungary suffered its most severe terms of trade deterioration with the West 
in 1974, but by 1976 managed to improve its hard currency terms of trade 
slightly (approximately 5%). By carefully husbanding foreign currency and 
monitoring importers requests for convertible currency, Hungary reduced its 
hard currency trade deficit from $531 million in 1975 to $347 million in 
1976. The Federal Republic of Germany continues to be Hungary's main western 
trading partner, accounting for about one-third of the total hard currency 
deficit. In 1976 Hungary lost nearly as much in its trade with Brazil, due 
to a switch from American to Brazilian soybean products and higher coffee 
prices. It should be noted that the overall hard currency trade deficit with 
the West is softened somewhat by hard currency trade surpluses with CEMA states. 
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Although Hungary plans to cut both its ruble and dollar deficits even further 
in 1977 it will find it hard to improve its position significantly for a 
variety of reasons. The fnter-CEMA pricing structure will probably result 

in a further, even if small, decline in its ruble terms of trade, and since 
future export growth depends to a large extent on imported western technology 
imports from the West cannot be checked much longer. 


In addition to distance and historical trading patterns, trade with the U.S. 
is hampered by the lack of Most Favored Nation status (MFN). Nearly half of 
U.S. exports ($63 million) in 1976 consisted of food and live animals, pri- 
marily soybean cake and meal. Hungary in turn increased its sales by 36% to 
$49 million; its most important export to the U.S. is canned ham, although 
rear axle shipments for agricultural machinery are becoming more and more 
important. Hungarian exports to the American market should increase again 

in 1977, while the U.S. may continue to lose soybean cake and meal sales to 
Brazil. This will be partially offset by significantly higher U.S. shipments 
to Hungary of dairy breeding cattle. 


Tourism continues to be a major money earner for Hungary, and in 1976 5.6 
million people were classified as tourists (that is, spending over 24 hours 

in the country). Over two-thirds wre from other socialist countries. While 
tourism will undoubtedly grow in the future, a lack of suitable accommodations 
will be an inhibiting factor. 


IMPLICATIONS FOR THE UNITED STATES 


Business Prospects 


There were no significant events in Hungary in 1976 likely to impact on the 
long-run interests of U.S. businessmen. The unsuccessful year in agriculture 
and the temporary check in imports from the West are not likely to continue 
in 1977. In fact, as noted earlier, if Hungary is to meet the goals of its 
current plan imports from the West will have to increase in the next several 
years. The need for American technology continues, and where necessary 
Hungary will obtain it, either directly or through European subsidiaries of 
U.S. firms. 


Although both sides are actively seeking more possibilities, it is doubtful 
whether trade can increase materially, due partially to the lack of MFN. In 
1977 agricultural products and high-technology items will continue to account 
for the bulk of U.S. exports. Specific items of interest include pesticides 
and herbicides and equipment for applying these chemicals in precise amounts, 
selected agricultural machinery (although in general cooperation agreements 
or joint ventures will be required to enter this market on a large scale), 
and food processing machinery. Environmental control is receiving increasing 
high-level attention in Hungary, which is faced with serious air and water 
pollution problems. Hungary exports machine tools and is interested in 





obtaining the latest technology for numerically controlled equipmert. High 
technology items -- such as computers and integrated circuits -- continue to 
be of interest, but significant bilateral trade in this field is often af- 
fected by American export control restrictions. Hungary is well along in its 
plans to develop its aluminum processing industry, but to date few firm con- 
tracts have been signed. As has historically been the case, technology and 
control equipment for the petrochemical industry offer good prospects, as do 
cooperation arrangements in medical equipment and pharmaceuticals. 


Although Hungary has suffered three years of convertible currency trade 
deficits, the consensus is that with continued prudence, some degree of luck 
in agriculture, and economic recovery in Western Europe it should be able to 
finance needed hard currency imports through export sales and borrowings in 
Western markets. 


Doing Business in Hungary 


New-to-market firms should bring patience and expect delays in having their 
products and companies accepted. In general, as with most businessmen, 
Hungarians prefer to deal with familiar firms and faces. U.S. companies should 
be prepared to explore new ways of doing business beyond traditional buying 

and selling, barter, and single-shot commission work. As defined by Hungarians, 
cooperation includes (but is not limited to): long-term contracts for com- 
mission work; joint manufacture of parts or products; joint sales in third 
markets; joint research and development; and the provision by one partner of 
machinery and technology in return for production and raw material inputs. 

The one essential element is collaboration for a long period of time, in 

which both parties undertake obligations. 


Hungary recently modified its joint venture law to permit majority ownership 
by the foreign partner in the servicing and financial fields and to allow 
joint venture companies to actually enter into production in Hungary. While 
at the present time there are only a handful of joint ventures it is evident 
that this form of business is welcomed by Hungarian authorities if it meets 

a particular need. There have been several signs that Hungary is interested 
in increasing its economic and commercial cooperation with the West in general 
and the United States in particular. Among these are the payment by Hungary 
in late 1976 of all debt arrearages due the U.S. Government (thus removing 
the Johnson Act restrictions against Hungarian borrowing in American capital 
markets), modification of the joint venture law, a new decree concerning bank’ 
representative offices, and a planned marketing drive by Hungarian commercial 
authorities to take place in four American cities in the fall of 1977. 


The names and addresses of appropriate Hungarian agencies dealing in foreign 
trade are readily available in the U.S. Department of Commerce, any of its 
field offices, or the U.S. Embassy in Budapest, and American businessmen are 
urged to contact any of the above to explore doing business in Hungary in 
detail. 
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